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SUMMARY   OF    RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report  we  include 
a  listing  of  all  recommendations  together  with  a  notation  as  to 
whether  the  agency  concurs  or  does  not  concur  with  each  recom- 
mendation. This  listing  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report  and  the  audited  agency's 
reply  thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.  The  full  reply  of  the  Teachers'  Retirement  Division  is 
included   in  the  back  of  this   report. 
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#1.1   Compare  its  computer  file  of  benefit 

recipients  to  the  Department  of  Health 

and   Environmental   Sciences'   computer 

file  of  deaths  on  an  annual   basis.  8 

Agency   Reply:      Concur.      See  page  28. 

#1.2  Perform  alternative  procedures  to  as- 
sure it  received   notification  of  benefit 
recipients'   deaths   prior  to  July  1,    1979.  8 

Agency   Reply:      Concur.      See  page  28. 

#2.1    Require  disabled  members  to  submit 
corroborating   information  with   the 
"Annual   Disability   Retirement   Report."  9 

Agency   Reply:      Partially  concur.      See  page  28. 

#2.2  Document   the  calculations  comparing  the 
member's  final   average  compensation  to 
present  income  plus  disability  benefits 
in  the  member's  file.  9 

Agency   Reply:      Concur.      See  page  29. 

#3       Discontinue  paying   disability  benefits 
for  the  same  period  that  a  member 
receives   sick  or  annual   leave  compen- 
sation. 11 

Agency   Reply:      Do  not  concur.      See  page  29. 

#4.1    Use  a  standard   form  to  document  the 
eligibility  determination  and  contribu- 
tion calculation  for  a  member  purchas- 
ing additional   service  credits.  12 

Agency   Reply:      Concur.      See  page  29. 


SUMMARY   OF    RECOMMENDATIONS   (Continued) 
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#4.2  Provide  for   review   by  a  second   person 
of  the  calculation  of  additional   contri- 
butions. 12 

Agency   Reply:      Concur.      See  page  29. 

#5       Work  with   the  state  auditor's  office  to 
eliminate  the   return  of  warrants  to  the 
division   for  mailing  or  cancellation.  13 

Agency   Reply:      Concur.      See  page  30. 

#6       Send   statements  of  account  to  inactive 

members  of  the  system.  14 

Agency   Reply:      Concur.      See  page  30. 

#7.1    Correct  erroneous   information  on   the 
membership   system  when   the  correct 
information   is  calculated    for   retired 
members.  15 

Agency   Reply:      Concur.      See  page  30. 

#7.2  Establish  procedures  to  ensure  that 
information  provided  to  the  actuary 
is  complete.  15 

Agency   Reply:      Partially   Concur.      See  page  30. 

#8.1    Request  the  Computer  Services   Division, 
Department  of  Administration,    to  ade- 
quately  secure  the  programs  stored   in 
production   libraries.  16 

Agency   Reply:      Concur.      See  page  31. 

#8.2  Work  with   the    Information   Systems   Divi- 
sion,   Department  of  Administration,    to 
adquately   secure  the  new   system  against 
unauthorized   access.  16 

Agency   Reply:      Concur.      See  page  31. 


COMMENTS 
INTRODUCTION 


We  performed  a  financial/compliance  audit  of  the  Teachers' 
Retirement  System  for  fiscal  years  1978-79  and  1979-80.  Compli- 
ance tests  of  administrative  expenditures  were  excluded  from  the 
scope  of  this  audit.  Those  tests  are  included  as  part  of  the 
Department  of  Administration   audit. 

The  Teachers'  Retirement  Division  (TRD)  was  created  under 
the  provisions  of  Chapter  87,  Laws  of  1937,  to  provide  a  source 
of  financial  benefits  to  members  of  the  public  teaching  profession 
after  their  retirement  or  upon  their  becoming  disabled.  Member- 
ship in  the  retirement  system  includes  teachers  from  467  school 
districts,  six  university  units,  and  eleven  other  state  agencies. 
There  are  approximately  15,000  active  and  3,100  inactive  mem- 
bers. Approximately  4,500  members  and  beneficiaries  receive 
monthly   retirement,   disability,   or  survivor  benefits. 

The  governing  body  of  the  Teachers'  Retirement  System  is  a 
six  member  retirement  board:  the  Superintendent  of  Public 
Instruction,  two  members  appointed  from  the  teaching  profession, 
two  members  appointed  as  representatives  of  the  public,  and  one 
member  who  is  a  retired  teacher.  The  Superintendent  of  Public 
Instruction  is  an  ex-officio  member  of  the  board.  The  Governor 
appoints  the  other  five  members  to  four-year  terms. 

The  responsibilities  of  the  board  include,  but  are  not  limited 
to,    the  following  matters: 

1.  Establishing  rules  and  regulations  necessary  for  the 
proper     administration     and     operation     of     the     system. 


2.  Approving  expenditures   necessary  for  the  proper  opera- 
tion of  the  system. 

3.  Determining    the    eligibility   of   a    person    who    is   applying 
for  membership   in   the  system. 

4.  Granting    retirement,    disability  and  other  benefits   under 
the  provisions  of  Title  19,    Chapter  4,    MCA. 

5.  Annually     determining    the    rate    of    regular    interest    as 
prescribed   in   section   19-4-501,    MCA. 

6.  Performing    other    duties    and    functions    as    required    to 
properly    administer   and   operate   the    retirement   system. 

Membership  in  the  retirement  system  is  compulsory  for  all 
members  of  the  teaching  profession  except  for  persons  teaching 
less  than  six  weeks  during  the  absence  of  a  regular  teacher  and 
those    electing    not    to    be    members   when    the   system   was   created. 

The  system's  primary  sources  of  funds  are  contributions 
from  active  member  employees  and  their  employers,  and  earnings 
on  the  system's  investments.  During  fiscal  years  1978-79  and 
1979-80,  active  member  employees  contributed  6.187  percent  of 
their  salaries,  while  employers  contributed  an  amount  equal  to 
6.312  percent  of  their  member  employees'   salaries. 

The  State  Board  of  Investments  invests  member  and  employer 
contributions  to  the  system  in  the  various  securities  permitted  by 
law.  The  State  Treasurer's  Office  is  the  custodian  of  the  secu- 
rities owned  by  the  system  and  the  collected  retirement  system 
moneys. 

The  division  also  maintains  the  Fullam  Trust  Fund.  This 
fund    is   the    result   of   a  teacher's  estate  bequest  to  the  division   in 


1966  for  use  at  the  discretion  of  the  Teachers'  Retirement  Board 
for  the  operation  of  the  retirement  system.  As  of  June  30,  1980 
there  was  a  fund  balance  of  $33,042.  Investment  earnings  were 
$2,606  for  fiscal   year  1979-80. 

The  retirement  funds  are  reviewed  biennially  by  an  actuary. 
The  actuary  evaluates  the  actuarial  soundness  of  the  system's 
funding  and  determines  the  amortization  period  of  the  system's 
unfunded  liability.  As  of  June  30,  1979,  the  actuary  determined 
the  amortization  period  for  the  current  unfunded  liability  to  be 
48.15  years,  an  increase  of  4.40  years  since  June  30,  1977.  The 
commonly  recommended  amortization  period  for  the  unfunded 
liability  is  40  years.  Based  upon  professional  judgment  and  the 
fact  the  system  met  four  standard  criteria,  the  actuary  deter- 
mined the  retirement  system  was  funded  on  an  actuarially  sound 
basis  as  of  June  30,  1979.  This  means  that  present  employee  and 
employer  contributions,  along  with  investment  earnings,  are 
sufficient  to  finance  present  and  future  benefits  at  current  bene- 
fit rates,    as  well   as  amortize  the  current  unfunded   liability. 

During    the    audit    we    worked    extensively    with    division    per- 
sonnel.     We   thank   the   TRD   officials   and    staff   for   their   coopera- 
tion  and  assistance  during  our  audit. 
PRIOR   AUDIT    RECQIVIIVIENDATIONS 

We  performed  the  last  audit  of  the  Teachers'  Retirement 
Division  for  fiscal  years  1976-77  and  1977-78.  Our  report  con- 
tained 17  recommendations  which  are  still  applicable  to  division 
operations.  The  division  concurred  with  16  of  the  recommenda- 
tions and  partially  concurred  with  one.  Following  is  a  discussion 
of  the  implementation   status  of  those  recommendations. 
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--   Computerized  Membership  System 

During  fiscal  year  1979-80  the  division  implemented  all  of  the 
recommendations  made  to  correct  the  computerized  membership 
system  backlog.  Processing  of  the  membership  system  was 
brought  up-to-date. 

During  our  last  audit,  the  TRD  was  four  to  five  months 
behind  in  obtaining  an  updated  and  balanced  membership  master 
file.  Because  current  information  on  members'  accounts  was  not 
available  to  division  personnel,  refunds  were  calculated  manually, 
resulting  in  many  errors.  During  our  current  audit,  we  noted 
errors  in  refunds  calculated  in  fiscal  year  1978-79.  However, 
after  the  system  was  brought  up-to-date  in  fiscal  year  1979-80, 
we  found   no  errors   in   refunds   paid. 

The  division  implemented  all  other  system  management  recom- 
mendations that  could  reasonably  be  implemented  in  the  time  since 
the  prior  report  was  issued.  A  reconciliation  of  the  membership 
system  to  the  primary  accounting  records  is  performed  each 
month;  a  manual  is  being  drafted  to  guide  the  staff  in  the  opera- 
tion of  the  system;  and  disaster  file  retention  procedures  have 
been  implemented  to  back  up  the  membership  system  master  file. 
--    Financial   Statements 

The  financial  statements  for  the  prior  audit  period  did  not 
present  meaningful  information  about  the  system's  financial  activi- 
ties. During  fiscal  year  1979-80,  the  TRD  implemented  our  recom- 
mendations to  adopt  the  accrual  basis  of  accounting  and  dis- 
tributed the  $98,762,837  balance  in  an  unallocated  reserve  account 
to   the   appropriate   accounts.      Financial   statements  for  the  current 


audit   period   are   presented    in   accordance   with   generally   accepted 
accounting  principles. 

To  implement  our  recommendation,  information  in  the  fiscal 
year  1978-79  accounting  records  was  restated  to  the  accrual 
basis.  The  adjustments  to  restate  the  1978-79  information  could 
not  be  recorded  on  the  Statewide  Budgeting  and  Accounting 
System  until  fiscal  year  1979-80,  therefore,  the  1978-79  statements 
differ  materially  from  the  state's  primary  accounting  records  for 
the  same  period. 

--   Contributions 

In  our  prior  audit  report  we  discussed  division  procedures 
that  resulted  in  the  untimely  deposit  of  contributions  collected 
and  the  inadequate  follow-up  of  delinquent  contributions.  We 
noted  the  same  problems  during  our  audit  of  1978-79  contribu- 
tions. When  our  prior  audit  report  was  issued  in  fiscal  year 
1979-80,  the  division  implemented  the  recommendations  regarding 
contributions  and  developed  operating  policies  that  corrected  both 
conditions. 

--  Summary 
The  division  has  implemented  or  partially  implemented  16  of 
the  17  prior  audit  recommendations.  It  was  not  feasible  to  fully 
implement  two  recommendations  in  the  time  since  the  last  audit. 
This  report  includes  a  discussion  of  one  prior  audit  recommen- 
dation on  which  the  division  has  not  taken  adequate  corrective 
action   (See  page  14). 


INTERNAL   CONTROL 

As  part  of  our  examination,  we  made  a  study  and  evaluation 
of  the  TRD's  system  of  internal  accounting  control  to  establish  a 
basis  for  reliance  thereon  in  determining  the  nature,  timing,  and 
extent  of  other  auditing  procedures  necessary  for  expressing  an 
opinion  on  the  financial  statements  and  to  assist  in  planning  and 
performing  our  examination  of  the  financial   statements. 

The  objective  of  internal  accounting  control  is  to  provide 
reasonable,  but  not  absolute,  assurance  as  to  the  safeguarding  of 
assets  against  loss  from  unauthorized  use  or  disposition,  and  the 
reliability  of  financial  records  for  preparing  financial  statements 
and  maintaining  accountability  for  assets.  The  concept  of  reason- 
able assurance  recognizes  that  the  cost  of  a  system  of  internal 
accounting  control  should  not  exceed  the  benefits  derived  and 
also  recognizes  that  the  evaluation  of  these  factors  necessarily 
requires  estimates  and  judgments  by  management. 

Our  examination  would  not  necessarily  disclose  all  weaknesses 
in  the  system  of  internal  accounting  control  because  it  was  based 
upon  selective  tests  of  accounting  records  and  related  data.  Our 
study  and  evaluation  disclosed  no  material  weaknesses  in  the 
internal  accounting  controls  established  by  the  TRD.  However, 
those  internal  control  weaknesses  identified  during  our  audit 
which  warrant  management's  attention  are  described  in  various 
sections  of  this   report. 


NOTIFICATION   OF   BENEFICIARY   DEATHS 

A  control  should  be  implemented  to  prevent  benefit  payments 
from  continuing  after  the  authorized  recipient  dies.  Presently, 
the  TRD  relies  on  persons  outside  the  system  for  notification  of  a 
death. 

We  compared  the  July  1980  computer  file  of  benefit  recipi- 
ents' social  security  numbers  with  the  Montana  Department  of 
Health  and  Environmental  Sciences'  computer  file  of  persons  who 
have  died  in  Montana  since  July  1,  1979.  The  names  of  two 
deceased  persons  were  on  the  TRD  benefit  payroll.  One  died  in 
August  1979  and  the  other  in  December  1979.  The  TRD  had  not 
been  notified  of  the  members'  deaths.  We  found  warrants 
totalling  over  $500  cashed  subsequent  to  the  authorized  recipients' 
deaths.  The  persons  cashing  the  warrants  may  not  be  entitled  to 
the  benefits  paid.  We  have  provided  information  about  the  deaths 
and   warrants  cashed   to  the  TRD  administration. 

By  performing  this  comparison  on  an  annual  basis,  TRD 
could  detect  the  death  of  a  benefit  recipient  during  the  year  and 
could  take  action  to  recover  any  money  paid  after  the  recipient's 
death. 

The  same  comparison  cannot  practicably  be  made  for  deaths 
prior  to  January  1,  1979,  because  the  Department  of  Health  and 
Environmental  Sciences'  computer  file  of  deceased  persons  did  not 
include  social  security  numbers.  The  TRD  should  perform  alter- 
native procedures,  such  as  obtaining  notorized  signatures  from 
recipients,  to  provide  assurance  that  notification  of  deaths  prior 
to   July  1,    1979   was    received    and    benefit  payments  were  stopped. 


RECOIVIIVIENDATION   #1 

WE    RECOMMEND   THE   TRD: 

1.  COMPARE     ITS     COMPUTER     FILE    OF     BENEFIT     RECIPI- 
ENTS  TO   THE    DEPARTMENT   OF    HEALTH    AND    ENVIRON- 
MENTAL    SCIENCES'     COMPUTER     FILE    OF     DEATHS    ON 
AN    ANNUAL    BASIS. 

2.  PERFORM  ALTERNATIVE  PROCEDURES  TO  ASSURE  IT 
RECEIVED  NOTIFICATION  OF  BENEFIT  RECIPIENTS' 
DEATHS    PRIOR    TO   JULY    1,    1979. 

REVIEW   OF    DISABILITY    BENEFITS 

The  retirement  board  is  required  by  law  to  review  and 
reduce  a  disabled  member's  benefit  when  the  member  is  engaged 
in  a  gainful  occupation.  To  comply,  the  board  needs  accurate 
and  complete  information  about  income  earned  by  disabled  mem- 
bers. The  best  source  available  to  the  board  is  a  copy  of  the 
member's  federal   income  tax   return. 

When  a  disabled  member  becomes  employed,  the  member's 
benefit  is  to  be  adjusted  to  an  amount  which,  when  added  to  the 
amount  earned,  is  equal  to  the  member's  average  final  compensa- 
tion. Average  final  compensation  is  the  member's  average  earn- 
ings from  teaching  over  the  three  consecutive  years  which  yield 
the  highest  average. 

We     tested     the     amounts     of    benefits    paid    to    four    disabled 
members  of  the  TRD.      Our  tests  were  performed   using   the   Employ- 
ment  Security    Division    (ESD)    earnings    records    for    1979.      One  of 
the    four   disabled    members    had    earned    compensation    which,    when 


added    to    his    disability    benefits,    exceeded    the   member's    average 
final  compensation   by  $2,078. 

Presently,  the  board  determines  the  adjustment  to  a  disabil- 
ity benefit  using  information  provided  by  the  member  on  an 
"Annual  Disability  Retirement  Report."  The  member  referred  to 
above  reported  earnings  of  $6,500  to  the  TRD,  $2,000  less  than 
ESD  records  indicate  was  earned.  By  reporting  less  earnings,  a 
member  could  avoid  a  reduction  in  the  amount  of  his  disability 
benefit.  If  a  member  is  required  to  provide  corroborating  informa- 
tion, along  with  the  "Annual  Disability  Retirement  Report",  the 
board  would  have  more  assurance  that  members  are  eligible  for 
the  benefits   received. 

There    was    no    evidence   of   the   board's    review   of   the    income 
reported   by  the  four  members  we  tested.      The  calculations  compar- 
ing  the   member's  final   average  compensation   to  his  present  income 
plus    disability    benefits    should    be    documented     in    the    member's 
file. 

RECOMMENDATION   #2 

WE    RECOMMEND  THE   TRD: 

1.  REQUIRE  DISABLED  MEMBERS  TO  SUBMIT  CORROB- 
ORATING INFORMATION  WITH  THE  "ANNUAL  DIS- 
ABILITY   RETIREMENT    REPORT." 

2.  DOCUMENT  THE  CALCULATIONS  COMPARING  THE 
MEMBER'S  FINAL  AVERAGE  COMPENSATION  TO  PRE- 
SENT INCOME  PLUS  DISABILITY  BENEFITS  IN  THE 
MEMBER'S    FILE. 


RETIREMENT    DATE    FOR    DISABLED   MEMBERS 

When  a  member  becomes  disabled,  he  may  elect  to  receive  his 
accumulated  sick  and  annual  leave  compensation  either  in  the  form 
of  a  regular  salary  or  as  a  lump  sum  payment  when  he  terminates 
employment.  In  the  first  situation,  it  may  be  several  months 
following  a  disability  before  the  member  leaves  the  payroll  and 
ceases  employment.  The  disabled  member  should  be  allowed 
service  credit  for  the  additional  service  past  the  date  he  is  deter- 
mined disabled.  In  addition,  his  additional  compensation  should 
be  included  in  the  calculation  of  the  disability  benefit  pursuant  to 
the  holdings  in  37  Opinions  of  the  Attorney  General  #  176.  If  the 
disabled  member  elects  to  receive  his  accumulated  sick  and  annual 
leave  as  a  lump  sum  payment  it  is  included  in  the  calculation  of 
his  disability   benefit. 

Section  19-4-901,  MCA,  states  in  part  "...  any  active 
member  .  .  .  may  be  retired  by  the  retirement  board  the  month 
immediately  following  the  month  in  which  his  disability  caused  his 
retirement."  When  an  individual  is  receiving  sick  or  annual  leave 
compensation,  he  is  being  carried  on  the  payroll  in  an  employment 
status.  It  is  inconsistent  to  consider  a  member  employed  and 
retired   by  the  same  employer. 

The  TRD  pays  disabled  members  retroactive  benefits  to  the 
date  they  became  disabled,  rather  than  beginning  benefit  pay- 
ments when  compensation  for  accumulated  leave  ceases.  The 
contributions  paid  on  the  sick  and  annual  leave  compensation  are 
refunded  to  the  employee  and  employer.  The  additional  service 
time  and  contributions  are  not  included  in  the  calculation  of  the 
disability  benefit. 
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The  purpose  of  disability  retirement  benefits  is  to  protect 
individuals  who  become  disabled  and  are  no  longer  able  to  earn  an 
income.  This  purpose  is  defeated  if  a  member  is  allowed  to  draw 
a  disability  benefit  while  in  a  full-pay   status. 

The  options  available  to  disabled  members,  according  to  state 
statutes  are  to  :  1)  Receive  a  lump  sum  payment  for  sick  and 
annual  leave  and  begin  immediately  to  draw  disability  benefits  or 
2)  Remain  on  the  payroll  while  using  up  sick  and  annual  leave 
and  begin  receiving  disability  benefits  after  termination  of  employ- 
ment. 

RECOMMENDATION   #3 

WE  RECOMMEND  THE  TRD  DISCONTINUE  PAYING  DISABIL- 
ITY BENEFITS  FOR  THE  SAME  PERIOD  THAT  A  MEMBER 
RECEIVES   SICK   OR    ANNUAL    LEAVE   COMPENSATION. 

ADDITIONAL  SERVICE   CREDITS 

Members  may  receive  credit  for  service  such  as  military  duty 
and  out-of-state  teaching  if  they  qualify  and  pay  additional  contri- 
butions. The  determination  of  a  member's  eligibility  and  the 
calculation  of  contributions  necessary  to  purchase  the  additional 
service  credits  should  be  consistently  documented  in  the  member's 
file. 

We  tested  the  accounts  of  persons  purchasing  additional 
service  credits  during  our  audit  period.  One  person  tested  was 
overcharged  $279  and  another  was  overcharged  $156.  We  could 
not  determine  the  reason  for  the  overcharges  because  the  calcula- 
tions  were   performed   manually  on   unlabeled   scraps  of  paper  or  on 
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other  documents  already  in  the  members'  files.  Because  manual 
calculations  sometimes  result  in  errors,  they  should  be  reviewed 
by  a  second   person. 

A  standard  form  should  be  completed  and  placed  in  the 
members'  files  to  show  how  the  amounts  charged  for  additional 
service  credits  are  derived  and  how  eligibility  is  determined.  A 
standard  form  would  ensure  that  all  requirements  are  considered 
in  determining  a  member's  eligibility  and  would  provide  for  consis- 
tent calculations,  easily  reviewed  for  accuracy.  Evidence  of  the 
review    by    a    second     person    could    be    documented    on    the    form. 

RECOMMENDATION   #4 

WE    RECOMMEND  THE   TRD: 

1.  USE  A  STANDARD  FORM  TO  DOCUMENT  THE  ELIGI- 
BILITY DETERMINATION  AND  CONTRIBUTION  CALCU- 
LATION FOR  A  MEMBER  PURCHASING  ADDITIONAL 
SERVICE   CREDITS. 

2.  PROVIDE  FOR  REVIEW  BY  A  SECOND  PERSON  OF  THE 
CALCULATION        OF       ADDITIONAL        CONTRIBUTIONS. 

WARRANTS    RETURNED   TO   THE    DIVISION 

When  an  employee  initiates  the  processing  of  a  warrant  and 
has  subsequent  access  to  the  warrant,  the  chance  for  misuse  of 
the  funds  increases.  Therefore,  warrants  should  be  mailed  or 
cancelled  by  the  State  Auditor's  Office  where  they  are  prepared, 
rather  than   returned  to  the  TRD. 
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The  TRD  is  often  notified  of  recipients'  deaths  and  address 
changes  after  the  time  the  benefit  payroll  is  submitted  for  process- 
ing. Warrants  for  these  individuals  are  returned  to  the  division. 
The  same  employee  responsible  for  initiating  benefit  payments 
receives  the  warrants  from  the  State  Auditor's  Office  and  pre- 
pares the  address  changes  and  Warrant  Cancellations.  Also,  all 
warrants  issued  as  refunds  to  members  withdrawing  from  the 
system  are  returned  to  the  refund  clerk  who  inserts  enclosures 
with   the  warrants  before  mailing. 

Personnel  at  the  State  Auditor's  Office  stated  they  prefer 
not  to  return  warrants  to  the  TRD.  They  will  insert  enclosures 
if  the  items  to  be  enclosed  and  warrants  are  easily  matched. 
Also,  they  will  provide  the  TRD  with  the  information  necessary  to 
prepare  a  Warrant  Cancellation,  without  returning  the  warrant  to 
be  cancelled. 

RECOMMENDATION   #5 

WE  RECOMMEND  THE  TRD  WORK  WITH  THE  STATE  AUDI- 
TOR'S OFFICE  TO  ELIMINATE  THE  RETURN  OF  WARRANTS 
TO   THE    DIVISION    FOR   MAILING   OR    CANCELLATION. 

MEMBERS'   STATEMENTS  OF  ACCOUNT 

An  annual  statement  is  a  member's  only  means  of  monitoring 
the  activity  in  his  individual  account.  The  division's  approxi- 
mately 3,190  inactive  members  are  not  sent  statements.  Inactive 
members  have  terminated  employment  but  have  not  requested 
refunds  of  their  contributions. 
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The  division  has  a  fiduciary  responsibility  to  inform  inactive 
members  of  the  current  status  of  their  accounts.  One  source  for 
current  addresses  of  inactive  members  is  the  Department  of  Reve- 
nue, Income  Tax  Division.  A  continued  effort  to  locate  and 
maintain  contact  with  members  through  issuance  of  the  annual 
Statement  of  Account  may  eventually  minimize  the  number  of 
inactive  accounts.  At  June  30,  1980  there  was  a  balance  of 
$6,402,790   in    inactive  accounts. 

RECOMIVIENDATION   #6 

WE    RECOMMEND   THE   TRD   SEND   STATEMENTS   OF   ACCOUNT 

TO    INACTIVE   MEMBERS  OF   THE   SYSTEM. 

DATA   ON    THE   MEMBERSHIP   SYSTEM 

in  our  prior  audit  report,  we  recommended  that  the  division 
correct  erroneous  information  on  the  computerized  membership 
system.  The  division  has  taken  steps  to  implement  the  recommen- 
dation for  active  members'  accounts,  but  procedures  should  also 
include  correcting  and  completing  information  on  the  system  for 
retired  members. 

Because  members'  years  of  service  recorded  on  the  member- 
ship system  master  file  are  not  always  reliable,  employees  calcu- 
lating retiring  members'  benefits  determine  the  years  of  service 
from  documentation  in  the  members'  files.  If  the  years  as  calcu- 
lated differ  from  those  on  the  master  file,  the  years  recorded  on 
the  master  file  are  not  corrected.  Incorrect  information  on  the 
master   file  should   be  changed  when  the  errors  are  detected.      The 
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master  file  can  then  be  used  for  future  calculations  based  on 
years  of  service,  such  as  cost-of-living  increases,  without  a 
manual   review. 

Information  on  the  master  file  is  used  by  the  actuary  to 
evaluate  the  soundness  of  the  system's  funding.  We  tested  the 
data  provided  to  the  actuary  for  the  1979  evaluation.  The  sex 
and  birthdates  of  new  members,  beneficiaries,  and  retired  mem- 
bers were  not  consistently  recorded  on  the  master  file.  Because 
some  benefit  options  available  to  a  retired  member  provide  for  the 
continuance  of  benefits  to  the  member's  beneficiary  after  the 
member  dies,  the  actuary  needs  the  sex  and  birthdate  information 
for  beneficiaries,  as  well  as  for  active  and  retired  members,  to 
accurately  evaluate  the  system.  The  actuary  has  informed  us 
that  he  estimates  the  statistics  not  provided  him  by  the  TRD 
based  on  the  experience  of  other  systems. 

RECOMMENDATION   #7 

WE    RECOMMEND   THE   TRD: 

1.  CORRECT  ERRONEOUS  INFORMATION  ON  THE  MEMBER- 
SHIP SYSTEM  WHEN  THE  CORRECT  INFORMATION  IS 
CALCULATED    FOR    RETIRED   MEMBERS. 

2.  ESTABLISH  PROCEDURES  TO  ENSURE  THAT  INFORMA- 
TION     PROVIDED     TO     THE     ACTUARY      IS     COMPLETE. 
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COMPUTER  PROGRAMS  AND  DATA  FILE  SECURITY 

Production  libraries  containing  the  TRD  computer  programs 
are  not  protected  against  unauthorized  changes.  The  libraries 
are  maintained  by  the  Computer  Services  Division,  Department  of 
Administration.  Also,  the  TRD  data  files  stored  on  magnetic  tape 
could  be  accessed  and  changed  by  persons  knowing  the  data  set 
name  and  tape  serial   number. 

Changes  to  programs  or  data  files,  whether  accidental  or 
malicious,  may  not  be  detected  for  long  periods  of  time.  This 
could  introduce  erroneous  information  to  the  master  file  causing 
loss  of  data.  The  TRD  should  ensure  that  the  system's  programs 
and  data  files  are  secure. 

A  project  to  design  and  implement  a  new  computerized  mem- 
bership system  is  currently  underway  at  the  Information  Systems 
Division   (ISD)  of  the   Department  of  Administration. 

RECOMMENDATION   #8 

WE    RECOMMEND   THE   TRD: 

1.  REQUEST  THE  COMPUTER  SERVICES  DIVISION,  DE- 
PARTMENT OF  ADMINISTRATION,  TO  ADEQUATELY 
SECURE  THE  PROGRAMS  STORED  IN  PRODUCTION 
LIBRARIES. 

2.  WORK  WITH  THE  INFORMATION  SYSTEMS  DIVISION, 
DEPARTMENT  OF  ADMINISTRATION,  TO  ADEQUATELY 
SECURE  THE  NEW  SYSTEM  AGAINST  UNAUTHORIZED 
ACCESS. 
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AUDITOR'S    REPORT   AND    FINANCIAL   STATEMENTS 


MORRIS  L   BRUSETT.  CPA. 

lEGISLATIVE    AUDITOR 


(§iiice  of  t[|c  '^cgtslattlic  ^uhttor 


STATE  CAPITOL 

HELENA,  MONTANA  59601 

406/449-3122 


ELLEN  FEAVER.  C  P  A 

DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
STAFF  LEGAL  COUNSEL 


The   Legislative   Audit  Committee 
of  the  Montana  State   Legislature: 

We  have  examined  the  Balance  Sheet  of  the  Teachers'  Retire- 
ment System  as  of  June  30,  1980  and  the  related  Statement  of 
Revenues,  Expenses,  and  Changes  in  Reserves  and  Statement  of 
Changes  in  Financial  Position  for  the  two  years  then  ended.  Our 
examination  was  made  in  accordance  with  generally  accepted  audit- 
ing standards  and  accordingly  included  such  tests  of  the  account- 
ing records  and  such  other  auditing  procedures  as  we  considered 
necessary  in  the  circumstances.  We  did  not  examine  the  invest- 
ments or  investment  income  of  the  fund,  which  constitute  98  per- 
cent of  total  assets  and  32  and  33  percent  of  total  operating  reve- 
nues for  fiscal  years  1978-79  and  1979-80,  respectively.  These 
investments  were  examined  by  other  auditors  whose  report  thereon 
has  been  furnished  to  us,  and  our  opinion  expressed  herein, 
insofar  as  it  relates  to  the  amounts  included  for  investments  and 
investment  income,  is  based  solely  on  the  opinion  of  the  other 
auditors. 

In  our  opinion,  based  upon  our  examination  and  the  report  of 
other  auditors,  the  financial  statements  referred  to  above  present 
fairly   the   financial    position  of  the  Teachers'    Retirement  System,   as 
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of  June  30,  1980  and  the  results  of  its  operations  and  changes  in 
financial  position  for  the  two  fiscal  years  then  ended,  in  conform- 
ity with  generally  accepted  accounting  principles  which  have  been 
consistently  applied,  except  for  the  change,  with  which  we  concur, 
described   in   Note   B  to  the  financial   statements. 

Respectfully  submitted, 

Morris    L.    Brusett,    CPA 
Legislative  Auditor 

September  12,    1980 
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TEACHERS'  RETIREMENT  SYSTEM 
BALANCE  SHEET 
JUNE  30,  1980 


ASSETS 

Cash  in  Treasury 

Contributions  Receivable 

Interest  Receivable 

Dividends  Receivable 

Investments : 

Repurchase  Agreements 

Bankers  Acceptance 

U.S.  Treasury  Obligations 

U.S.  Government  Securities 

Canadian  Obligations 

Corporate  Bonds 

Common  Stock 

Montana  Mortgages 

Land  and  Building 

Total  Investments  (Note  A) 

Interest  Purchased 

Unamortized  Gains  and  Losses 

TOTAL  ASSETS 


4,300,000 

1,987,167 

485,786 

8,315,111 

13,876,404 

106,565,183 

17,305,562 

39,926,955 

154,235 


$   1,865,677 

2,820,958 

3,324,926 

16,859 


192,916,403 

28,500 

1,171,207 

$202,144,530 


LIABILITIES  AND  FUND  EQUITY 

Liabilities : 

Refunds  Payable 
Property  Held  in  Trust 
Deferred  Revenue 
Unamortized  Mortgage  Discounts 
Total  Liabilities 

Fund  Equity: 

Annuity  Savings  Reserve 
Annuity  Reserve 
Pension  Accumulation  Reserve 
Total  Fund  Equity 

TOTAL  LIABILITIES  AND  FUND  EQUITY 


423,828 

725 

652 

343,067 

768,272 


121,232,716 
30,211,271 
49,932,271 

201,376,258 


$202,144,530 


See  the  accompanying  Notes  to  the  Financial  Statements, 
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TEACHERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  REVENUES,  EXPENSES,  AND 

CHANGES  IN  RESERVES 

FOR  THE  FISCAL  YEARS  ENDED  JUNE  30,  1979  AND  1980 

1979-80         1978-79 

Operating  Revenues: 

Member  Contributions  $  15,516,112    $  14,474,092 

Employer  Contributions  14,568,361      13,559,158 

Investment  Earnings  14,945,231      13,279,868 

Interest  Repurchases  33, 195 


Total  Operating  Revenues  $  45,062,899  $  41,313,118 

Operating  Expenses: 

Benefit  Payments  $  18,942,752  $  17,294,104 

Withdrawals  3,876,793  3,627,872 

Administrative  Expenses  261,232  251,490 

Depreciation  3,963  3,963 

Prior  Year  Adjustments  46,569    89,922 

Total  Operating  Expenses  $  23,131,309  $  21,267,351 

Operating  Income  21,931,590  20.045,767 

Reserve  Balances  -  Beginning  of  Year            179,444,668  154,484,427 

Prior  Year  Revenue  Adjustments  (Note  C)  4,914,474 

Adjusted  Reserve  Balances  -  Beginning  of  Year   159,398,901 

Reserve  Balances  -  End  of  Year  $201,376,258  $179,444,668 

See  the  accompanying  Notes  to  the  Financial  Statements. 
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TEACHERS'  RETIREMENT  SYSTEM 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 

FISCAL  YEARS  ENDED  JUNE  30,  1979  AND  1980 

1979-80  1978-79 

Source  of  Working  Capital: 

Net  Operating  Income  $21,931,590       $20,045,767 

Use  of  Working  Capital: 

Investments  21,266,924        19,649,647 

Net  Increase  in  Working  Capital         $   664,666       $    396,120 


See  the  accompanying  Notes  to  the  Financial  Statements. 


Elements  of  Net  Increase  in  Working  Capital: 

Cash  $  501,602       $   (328,822) 

Contributions  and  Interest  Receivable  (147,764)        1,440,326 

Dividends  Receivable  16,859 

Refunds  Payable  295,346          (715,384) 

Deferred  Revenue  (652) 

Property  Held  in  Trust  (725)      


Net  Increase  in  Working  Capital         $   664,666       $   396,120 
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TEACHERS'    RETIREMENT   SYSTEM 

NOTES   TO   THE    FINANCIAL   STATEMENTS 

FISCAL   YEARS    ENDED   JUNE   30,    1979   AND   1980 

NOTE   A.    SUMMARY   OF   SIGNIFICANT   ACCOUNTING    POLICIES 
Basis  of  Accounting 

The    Teachers'     Retirement    System    maintains    its    accounts    on 
the  accrual   basis  of  accounting. 
Valuation  of   Investments 

Short-term  investments  and  state  securities  are  stated  at 
cost.  Federal  and  corporate  securities  are  stated  at  book  value 
increased  by  the  amount  of  unamortized  premiums  ($153,566  in 
fiscal  year  1979-80)  and  decreased  by  unamortized  discounts 
($2,891,269  in  fiscal   year  1979-80). 

Market  values  of  the  investments  were  as  follows: 

June   30,    1980 

Repurchase  Agreements  $      4,300,000 

Bankers  Acceptance  1,992,667 

U.S.    Treasury  Obligations  405,600 

U.S.    Government   Securities  6,893,898 

Canadian  Obligations  12,367,703 

Corporate  Bonds  86,034,263 

Common  Stock  21,660,190 

Montana  Mortgages  39,926,955 

Land  and   Building  154,235 

Total  $173,735,511 


NOTE    B.      ACCOUNTING   CHANGES 

In  fiscal  year  1979-80,  the  Teachers'  Retirement  System 
changed  its  method  of  accounting  from  the  cash  basis  to  the 
accrual     basis.        Financial      informalion     pertaining     lo     fiscal     year 
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1978-79  has  been  restated  to  present  that  information  on  a  com- 
parable basis.  The  adjustments  to  restate  the  information  could 
not  be  recorded  on  the  Statewide  Budgeting  and  Accounting 
System  until  fiscal  year  1979-80.  Consequently,  the  primary 
accounting  records  for  1978-79  differ  materially  from  the  financial 
statements  for  the  same  period. 
NOTE   C.      ACCOUNTING   CORRECTIONS 

A  fiscal  year  1977-78  miscoding  on  an  accounting  document 
resulted  in  an  understatement  of  the  Pension  Accumulation  Re- 
serve by  $61 ,153. 

The  fiscal  year  1977-78  financial  statements  did  not  reflect 
$4,853,321  of  accrued  income  because  they  were  prepared  on  the 
cash   basis  of  accounting   instead  of  the  accrual   basis. 

The  July  1,  1978  beginning  reserve  balance  figure  has  been 
adjusted   by  $4,914,474  to  correct  these  amounts. 

The    balance    of    $98,762,837    existing    in    the    unallocated    re- 
serve   account    as    of    June  30,     1978,     has    been    properly    allocated 
and    procedures    have    been    changed    to    prevent   any   amount   from 
being   unallocated   in   the  future. 
NOTE    D.      DESCRIPTION   OF    PLAN 

The  Teachers'  Retirement  System  is  a  defined  benefit  plan 
that  covers  all  teachers  in  the  state  of  Montana.  Six  and  three- 
sixteenths  of  a  member's  salary  is  deducted  by  the  employer  and 
is  sent  to  the  Retirement  System  to  be  credited  to  the  member's 
individual  account.  The  employer  pays  an  amount  equal  to  six 
and  five-sixteenths  of  the  member's  salary  to  the  Retirement 
System. 
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A  detailed  description  of  the  Teachers'  Retirement  System 
Plan  can  be  found  in  the  Montana  Code  Annotated,  Title  19, 
Chapter  4,  and  in  the  Montana  Teachers'  Retirement  System 
Handbook  of  Information,  available  upon  request  from  the 
Teachers'  Retirement  System,  1500  Sixth  Avenue,  Helena,  Mon- 
tana,   59601. 

NOTE    E.      UNFUNDED   ACCRUED    LIABILITY 
Method  of  Funding 

The  method  of  funding  employed  in  the  actuarial  valuation  as 
of  July  1,  1979,  is  commonly  referred  to  as  the  entry  age  normal 
cost  method.  This  method  establishes  a  normal  cost  of  the  system 
as  well  as  an  unfunded  accrued  liability.  The  normal  cost  is  the 
level  percentage  of  total  salaries  required  to  fund  the  benefits, 
assuming  this  percentage  had  been  contributed  since  each  mem- 
ber's entry   into  the  system. 

The  unfunded  accrued  liability  represents  the  excess  of  the 
present  value  of  total  liabilities  over  the  present  assets  of  the 
system  and  the  present  value  of  expected  future  contributions  for 
normal  costs.  The  unfunded  accrued  liability  was  calculated  to  be 
$354,351,575  as  of  June  30,  1979.  The  unfunded  accrued  liability 
reported    in    the   June  30,    1977   actuary's    report   was  $320,710,602. 

The  actuary  concluded  that  the  Retirement  System  is  funded 
on  an  actuarily  sound  basis.  This  means  that  the  present  em- 
ployee/employer contribution  rate  is  sufficient  to  finance  the  cost 
of  the  benefits  as  they  accrue  in  the  future  as  well  as  to  amortize 
the  current  unfunded   liability  over  a  period  of  48.15  years. 
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Change  in  Actuarial  Assumptions 

In  conducting  this  actuarial  valuation,  changes  were  made 
since  the  1977  valuation  in  the  assumed  rate  of  future  investment 
earnings  and  the  future  salary  increases  as  a  result  of  cost-of- 
living  adjustments.  The  assumed  rate  of  investment  earnings  in 
the  last  several  actuarial  valuations  has  been  6^-a%.  Based  upon 
economic  projections  of  higher  investment  yields  on  a  long-term 
basis,  as  well  as  the  actual  performance  of  the  investments  of  the 
Teachers'  Retirement  fund,  the  assumed  rate  of  future  investment 
earnings  was  increased  to  7%. 

Future  salary  increases  from  cost-of-living  adjustments  were 
previously  assumed  to  be  5%  annually.  Again,  based  upon  eco- 
nomic projections  of  a  higher  long-term  cost-of-living  increase, 
the  underlying  rate  of  salary  increases  as  a  result  of  cost-of- 
living  adjustments  was  changed  to  5^%  annually. 
Increase  in   Amortization   Period 

The  amortization  period  of  the  unfunded  liability  has  in- 
creased 4.40  years  since  July   1,    1977. 

The  most  significant  factor  contributing  to  the  increase  is 
severance  pay.  The  number  of  school  districts  allowing  severance 
pay  as  part  of  the  contract  has  increased.  This  additional  com- 
pensation increases  the  average  monthly  salary  used  in  determin- 
ing retirement  benefits.  The  actuarial  adjustment  for  the  pro- 
jected increase  in  future  benefits  has  increased  the  amortization 
period   by  6   1/3  years. 

A  second  factor  which  increased  the  cost  of  the  system  as  a 
percentage  of   salary   is   the   decrease   in   membership.      On   July  1, 
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1977,  the  number  of  active  members  was  15,429.  This  number 
has  decreased  to  15,122  as  of  July  1,  1979.  The  result  is  a 
slight  increase  in  the  average  age  of  the  membership,  as  well  as 
the  average  years  of  accrued  service.  This  change  tends  to 
increase  the  average  liability  and  decrease  the  future  funding 
period. 

The  net  effect  of  the  two  changes  in  the  actuarial  assump- 
tions noted  above  was  a  slight  decrease  in  the  amortization  period 
required  to  finance  the  unfunded  liability.  The  previous  actuarial 
assumptions  would  have  extended  the  amortization  period  an 
additional  2  years.  The  revised  actuarial  assumptions  would  have 
shown  a  decrease  in  the  amortization  period  from  the  previous 
actuarial  valuation  had  the  financing  of  the  severance  pay  not 
become  a  significant  matter. 
NOTE    F.      LITIGATION 

The  system  is  involved  in  litigation  challenging  the  constitu- 
tionality of  the  out-of-state  creditable  service  provisions  (Section 
19-4-402,  MCA)  which  do  not  allow  creditable  service  in  the 
Teachers'  Retirement  System  for  teachers  transferring  from  pri- 
vate schools  within  Montana.  If  the  petitioner  is  successful,  all 
active  and  retired  members  of  the  system  with  private  school 
teaching  service  completed  in  Montana  will  be  eligible  to  qualify 
such  service  as  creditable  service.  The  TRD's  legal  counsel 
estimates  the  probability  of  the  division  losing  the  case  as  over 
50  percent.  Because  the  number  of  members  with  prior  service  in 
private  schools  located  in  Montana  is  not  known,  the  division's 
liability   in   the  event  of  a   loss  cannot  be  estimated. 
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AGENCY    REPLY 


The  Teachers'  Retirement  System 


State  of  Montana 

1 500  Sixth  Ave.  Phone  406-449-3 1 34 

HELENA,  MONTANA  59601 


MEMBERS  OF  THE  BOARD 

JAMES  E.  BURKE.  Livingston,  Chairman 

LEROYA.  CORBIN.Butte 

GEORGE  H.  GLOEGE,  Billings 

J.  WILLIAM  KEARNS,  Jr.,  Townsend 

HAROLD  WENAAS,  Great  Falls 

GEORGIA  RICE 

State  Supt.  of  Public  Instruction.  Ex  Officio 


F.  ROBERT  JOHNSON,  Executive  Secretary 
MARY  L.  ANDRIDGE,  Ass't  Executive  Secretary 


December  1,  1980 


Morris  L.  Brusett,  C.P.A. 
Legislative  Auditor 
State  Capitol 
Helena,  Montana    59620 

Dear  Mr.  Brusett: 

Enclosed  is  our  response  to  the  recommendations  contained  in 
the  Audit  Report  for  the  Teachers'  Retirement  Division  for  the 
period  ending  June  30,  1980. 

We  wish  to  thank  you  for  the  opportunity  to  respond  to  this  re- 
port and  should  you  have  any  questions  regarding  our  comments, 
please  contact  me  at  your  convenience. 


Sincerely, 


^^/^// 


'fl^^ 


F.  Robert  Johnson 
Executive  Secretary 

FRJ/kr 
enclosures 


RECEIVED 

DEC  0  2  1980 

MONTANA  LIGISUTIVE  AUDITOR 
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DEPARTMENT  OF  ADMINISTRATION 

TEACHERS'  RETIREMENT  DIVISION 

SUMMARY  OF  RECOMMENDATIONS  BY  ADMINISTRATOR 


RECOMMENDATION  #1A 

Compare  the  computer  file  benefit  recipients  to  the  Department  of 
Health  and  Environmental  Sciences  computer  file  of  deaths  on  an 
annual  basis. 

We  are  willing  to  try  this  method  on  a  trial  basis.   Factors 
such  as  cost  and  reliability  of  information  of  the  Department  of 
Health  and  Environmental  Sciences'  listing  would  determine  the 
success  of  this  type  of  comparison.   In  addition,  of  one  of  the 
two  examples  cited,  the  individual  was  entitled  to  receive  the 
monthly  benefit  due  to  the  option  elected  by  the  member  at  the 
time  of  retirement.   In  the  other  example,  the  money  has  been 
recovered  and  it  has  been  our  experience  that  whenever  warrants 
were  cashed  subsequent  to  the  death  of  the  member  the  System  has 
always  been  able  to  recover  any  monies  paid.   Currently,  with 
over  4,600  retirees,  the  number  of  deaths  unreported  is  not 
significant  and  in  the  past  has  not  resulted  in  a  monetary 
loss  to  the  System. 


RECOMMENDATION  #1B 

Perform  alternative  procedures  to  assure  it  received  notification 
of  benefit  recipients  deaths  prior  to  July  1,  1979. 

We  concur  in  this  and  in  the  past  we  have  made  telephone  calls 
to  retired  members  based  on  number  of  years  retired  and  age. 


RECOMMENDATION  #2A 

Require  disabled  members  to  submit  corroborating  information  with 
the  "annual  disability  retirement  report." 

We  agree  with  the  substance  of  this  recommendation,  however, 
the  Teachers'  Retirement  Board  is  reluctant  to  require  a  copy  of 
the  federal  income  tax  return  or  pursue  legislation  which  would 
require  submission  of  such  documentation. 


RECOMMENDATION  #2B 

Document  the  calculations  comparing  the  member's  final  average 
compensation  to  present  income  plus  disability  benefits  in  the 
member's  file. 
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TEACHERS'  RETIREMENT  DIVISION 

SUMMARY  OF  RECOMMENDATIONS  BY  ADMINISTRATOR 

Page  2 


RECOMMENDATION  #2B   (cont) 

We  concur  with  this  reconunendation.   Each  disability  review 
is  checked  at  the  time  the  form  is  received,  however,  there  is  no 
formal  documentation  of  the  review.   Any  discrepancies  are  brought 
to  the  Board's  attention  and  if  a  benefit  is  adjusted  by  Board  act- 
ion the  adjustment  is  well  documented  in  the  member's  file  as  well 
as  in  the  minutes  of  the  meeting  in  which  the  adjustment  was  noted. 


RECOMMENDATION  #3 


TRD  discontinue  paying  disability  benefits  for  the  same  period 
that  a  member  receives  sick  or  annual  leave  compensation. 

We  do  not  concur  with  this  recommendation  in  that  it  is 
contrary  to  current  board  policy  as  established  by  board  rule 
and  regulation.   The  current  rule  provides  that  "a  member  will 
be  first  eligible  for  disability  benefits  on  the  first  day  of 
the  month  following  the  month  in  which  the  disability  occurred. " 
This  policy  was  reviewed  at  a  September  1980  board  meeting  and 
reaffirmed  at  that  time.   Any  changes  would  be  subject  to  board 
action.   School  districts  do  not  have  a  uniform  policy  in  regard 
to  sick  leave  and  there  is  no  consistency  in  the  administration 
of  such  leave  among  school  districts. 


RECOMMENDATION  #4A 

Use  a  standard  form  to  document  the  eligibility  determination 
and  contribution  calculation  for  a  member  purchasing  additional 
service  credit. 

We  agree  with  this  recommendation  and  work  has  been  done  in 
developing  a  calculation  form. 


RECOMMENDATION  #4B 

Provide  for  review  by  a  second  person  of  the  calculation  of  addi- 
tional contributions. 

We  can  agree  with  the  recommendation,  however,  staffing  and 
time  limitations  limit  the  amount  of  review  which  can  be  accomplish- 
ed utilizing  a  second  person. 
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TEACHERS'  RETIREMENT  DIVISION 

SUMMARY  OF  RECOMMENDATIONS  BY  ADMINISTRATOR 

Page  3 


RECOMMENDATION  #5 

Work  with  the  State  Auditor's  office  to  eliminate  the  return  of 
warrants  to  the  division  for  mailing  or  cancellation. 

We  concur  with  this  recommendation  and  progress  has  already 
been  made  in  this  direction  in  regard  to  death  benefits  and  re- 
funds. 


RECOMMENDATION  #6 

Send  statements  of  account  to  inactive  members  of  the  system. 

We  agree  that  the  retirement  system  has  a  fiduciary  re- 
sponsibility to  locate  these  members  and  advise  them  of  their 
account  status.   During  the  period  of  the  audit,  the  Department 
of  Revenue  would  not  provide  addresses  of  people  in  this  category, 
however,  we  understand  in  the  last  few  months  there  has  been  a 
change  in  policy  and  we  are  willing  to  work  with  that  agency  in 
locating  and  informing  those  people  for  whom  addresses  can  be 
obtained. 


RECOMMENDATION  #7A 

Correct  erroneous  information  on  the  membership  system  when  the 
correct  information  is  calculated  for  retired  members. 

We  concur  with  this  recommendation. 


RECOMMENDATION  #7B 

Establish  procedures  to  ensure  that  information  provided  to  the 
actuary  is  complete. 

Subsequent  to  the  audit  of  June  30,  1978  this  office  requested 
in  writing  to  the  actuary  that  any  incomplete  or  erroneous  inform- 
ation discovered  in  the  course  of  the  valuation  be  disclosed  and  as 
of  this  date,  the  information  has  not  been  received.   We  have  been 
assured  by  the  actuary  that  any  information  currently  in  need  of  re- 
vision is  not  a  significant  factor  in  the  preparation  of  the  actuarial 
valuation. 
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TEACHERS'  RETIREMENT  DIVISION 

SUMMARY  OF  RECOMMENDATIONS  BY  ADMINISTRATOR 
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RECOMMENDATION  #8A 

Request  the  Computer  Services  Division,  Department  of  Administration, 
to  adequately  secure  the  programs  stored  in  production  libraries. 

We  concur  with  this  recommendation  and  will  so  notify  the 
division  of  our  concern.   Compliance  with  this  recommendation,  how- 
ever, would  rest  with  Computer  Services  Division. 


RECOMMENDATION  #8B 

Work  with  Information  Systems  Division,  Department  of  Administration, 
to  adequately  secure  the  new  system  against  unauthorized  access. 

We  have  had  conversation  with  personnel  in  ISD  regarding  this 
matter  and  they  have  indicated  they  would  study  the  problem.  They 
also  indicated  that  if  the  recommendation  is  referring  to  a  "pass- 
word" type  of  access,  that  it  could  be  very  costly. 
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